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Q Pl ease state your nanme and busi ness address.

A My nane is TimJ. Simard. | am enpl oyed by
R skAdvi sory. My business address is Suite 610, 1414 8"
Street S.W, Calgary, Al berta, Canada T2R 1J6.

Q What position do you hold with Ri skAdvisory?
A | ama founding Principal of R skAdvisory.
Q Pl ease descri be your experience relevant to

this testinony?

A | began working with energy conpanies wth
respect to the use of risk managenent instrunents and the
design of risk managenent prograns in 1986 as an
institutional energy futures broker with the Burns Fry
Energy Group in Calgary, Alberta. In 1990, |I noved to
Bankers Trust Canada where | went on to becone Vice Chairnman
Wi th responsibilities for managi ng Bankers Trust’s Canadi an
energy derivatives operation. R skAdvisory was created in
1995 and since that tinme the firmhas worked on assignnents
for over 150 energy conpanies in the United States, Canada
and New Zeal and. | have been involved in assignnments with 16
el ectric and natural gas utilities as a nenber of
Ri skAdvi sory, primarily with respect to the design and
i npl enentation of risk managenent prograns. | have served as
an expert witness on issues pertaining to the financial
managenent of energy risk in four regulatory hearings for

both natural gas and electric utilities.

SI MARD, Dl - REB 1
| daho Power Conpany
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Q Have you been retai ned by |daho Power Conpany
(“I'PC") or its parent IDACORP, Inc. in any other assignnents
prior to your involvenent as an expert w tness for these
heari ngs?

A Yes. | was engaged by I DACORP, Inc. in
Sept enber 2000 to work with the non-operating group as an
InterimR sk Manager. The assignnent was to have term nated
on Decenber 8, 2000. However, ny services were retained on a
part-tinme basis beyond this period until March 1, 2001

Q As part of this assignnent, what invol venent
did you have with the utility risk managenent activity of
| PC?

A My activity was limted to attendance at nost
of the R sk Managenent Committee (“RMC’) neetings held
during the termof ny assignnent. | listened to the
di scussi ons around the risk nmanagenent issues for the
operating function, but did not actively participate in
t hese di scussions. My focus was reporting to the Risk
Managenent Comm ttee on those issues pertaining to the risk
portfolio of the non-operating trading and nmarketing
activities.

Q What is the purpose of your testinony?

A The purpose of ny testinony is to describe
several key issues that should drive the inplenmentation of a

prudent risk management programfor a regulated utility. The

SI MARD, Dl - REB 2
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testinony will also provide an opinion as to the efforts
t hat have been nmade and continue to be advanced by IPC with
respect to its risk managenent program

Q What essential ingredients are required
before any entity enbarks on a risk managenent progran?

A The first essential ingredient of a risk
managenment programis the determnation of the risk appetite
of the individual or group for whomthe risk managenent
activity is conducted. Not all participants in a marketpl ace
w |l have the sane appetite for market exposure. A good
exanple is provided by the appetite for different types of
residential nortgages. Sone honebuyers prefer a nortgage
wth a fixed interest rate while others opt for an interest
rate that floats with underlying novenents in short-term
interest rates. It is not correct to assune that all market
participants want to be insul ated agai nst market novenents.
Many oil and gas conpani es, for exanple, choose to retain
mat eri al exposure to novenents in oil and gas prices despite
the availability of instrunments that can protect them
agai nst these novenents. Wile one can assert that al
mar ket partici pants woul d choose to insulate thensel ves
against risk if this can be done w thout any potential cost,
the recognition that there can be enbedded costs in a risk
managenent strategy will change the desirability of that

strategy for many participants. A risk managenent program

SI MARD, Dl - REB 3
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that could be viewed as prudent for one individual or group
may prove to be inprudent for another individual or group
based on the risk appetite or risk preference of these

mar ket parti ci pants.

The second key ingredient in the devel opnent
of a risk nmanagenent programis a quantitative assessnent of
the portfolio of risks faced by the market participant. This
quantitative approach allows one to assess the probability
of adverse market novenents on one’s position. The
quantitative nodel nust also allow one to determ ne the
i npact that increnental transactions can have on the risk
profile of the participant. For conplex risk portfolios, it
is often not clear as to whether a proposed risk managenent
transaction actually serves to reduce or exacerbate the
exposure to nmarket prices.

Equi pped with an understandi ng of the
magni t ude of market exposures and an assessnent of risk
appetite, one is in a position to define the underlying
obj ectives of the risk nmanagenent program craft policies
and procedures associated with any risk managenent activity
and devel op the programi npl enentati on process.

Q How shoul d one view the concept of risk
appetite within the context of IPC s regul ated environnent?
A It should be understood that any risk

managenent activity undertaken by |IPC to nanage its PCA

SI MARD, Dl - REB 4
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bal ances is primarily on behal f of ratepayers. Wile there
is an incentive conponent to the PCA structure, the majority
of variances in the PCA account flow through to ratepayers.
| PC effectively acts as agent for the ratepayers with
respect to the inplenentation of risk managenent
transacti ons.

Q What rol e shoul d ratepayer groups and
regul ators play in the IPC risk nmanagenent progranf

A G ven that the risk nmanagenent activity is
undertaken primarily on behal f of ratepayers, it is crucial
that ratepayer groups and representatives provide their
i nput into any hedging strategy. One shoul d not expect that
IPCwll be able to determ ne the optimal strategy w thout
this input. The other factor is that if the ratepayers and
their groups are not brought into a collaborative process to
determ ne the nature of the desired risk profile, IPC could
be subject to inequitable negative hindsight reviews. If IPC
establishes a | ong hedge position in a particular year
W t hout consultation with ratepayers and prices subsequently
fall, ratepayers and their representatives could argue after
the fact that the hedge was inprudent because ratepayers
wanted to retain exposure to falling market prices.
Rat epayers shoul d participate in the devel opnent of the
broad guidelines for risk managenent and be prepared to

accept the consequences of these hedging actions if they

SI MARD, Dl - REB 5
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| ead to a sub-optimal PCA bal ance.

Q What role should the market directional views
of IPC play in the inplenentation of the I PC risk nmanagenent
pr ogr anf

A Mar ket directional views should not play any
role in the inplenentation of the I PC risk nmanagenent
program The injection of price views creates a specul ative
conponent that is inappropriate for a utility risk
managenment program The exercise of a price view can lead to
i nstances when “hedges” are established only if one believes
the market will nove in favor of the hedge position.

Rat epayers and regul ators shoul d not expect that |PC has any
conpetitive advantage with respect to outforecasting or
“beating the market” over the long run. |If an exposure is
identified and this exposure is unsuitable relative to pre-
defined tol erance | evel s agreed upon between ratepayer
groups, the Idaho Public Wilities Conm ssion (“IPUC") and

| PC, the appropriate hedge should be established w thout
regard for IPC s view on where nmarket prices are likely to
nove.

Q Do you agree with the assertion nade in the
testinony of Staff w tness Thomas Lord on page 31 that “One
way to assure that |daho Power regul ated custoners receive
that benefit would be for IES and | daho Power to adopt a

corporate policy that, within the acceptable risk tol erance

SI MARD, Dl - REB 6
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for regul ated custoners, |ES and |Idaho Power woul d al ways
share congruent nmarket views in the region”?

A No. | ES has been established as a risk-taking
entity whose profitability wll be a partial function of
specul ative transactions that are established to capitalize
on its specul ative perception of future price novenents.
Positions established on the basis of a price view are not
risk-free. As stated above, there is no roomfor a
specul ative price view in a defensive risk managenent
program established to protect utility ratepayers agai nst
undue volatility in the PCA balance. To reiterate, it would
be i nappropriate for a proposed risk-reducing transaction to
be deferred because of a guess on the part of either IES or
| PC about future market direction. O herw se, ratepayers are
taking risk positions based on a specul ative el enent and
this should not be the foundation of a defensive risk
managenent program Wth the recognition that price
specul ation should not play a role in the risk managenent
activities of IPC, there will be frequent instances when the
def ensi ve hedge positions established by IPCw Il be in the
opposite direction of sone of the speculative positions in
the IES portfolio.

Q Shoul d the I PC risk nanagenent program be
benchmar ked on the gains or | osses generated by the risk

managenent transactions?

SI MARD, Dl - REB 7
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A No. Gains and | osses on the risk managenent
transactions in isolation wuuld only be a benchmarki ng
conponent if price views influenced the inplenentation of
t hese positions. Absent the price view conponent, the gains
or | osses on the hedge transactions are irrelevant to any
prudence review of the hedging activity. The hedge
transactions are established to reduce fluctuations to the
PCA bal ance, and are not established to be profitable in
i sol ation.

Q What are the responsibilities of IPCin the
devel opnent and i npl enentati on of a prudent risk managenent
pr ogr anf

A | PC should take responsibility for several
el enents of the risk nmanagenent program First, IPCis in
the best position to quantify the risk inherent in the power
supply portfolio. I PC should provide the I PUC and rat epayer
groups with a thorough understanding of this risk profile
and the potential magnitude of adverse PCA bal ance novenents
based on current market information. |PC should also provide
t hese stakeholders with an estimate of the benefit and risks
associ ated with several alternative risk nmanagenent
i npl enentation strategies. Equi pped with this information,

t he ratepayer groups and the IPUC will be in a better
position to advise IPC on their preferred risk managenent

i npl ementation strategy. The | PUC should al so receive

SI MARD, Dl - REB 8
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periodic reports on the IPC risk position.

As part of the responsibility stated above,
| PC should work towards the inplenentation of a quantitative
ri sk nodel that takes into account the broad range of
varying factors that can affect the PCA bal ance.

| PC shoul d devel op a Policy Manual and a
Procedures Manual governing the risk managenent activity.
The Policy will outline the objective of the risk managenent
activity, the responsibilities of various groups wthin |IPC
who are involved in the risk nmanagenent programtaking into
account the inportance of segregation of various duties, any
volunetric or dollar risk [imts established in conjunction
with input fromratepayer groups and the | PUC, an overvi ew
of the market risk quantification process, the credit policy
Wi th respect to an overview of the quantification of credit
risk and the establishnent of credit risk limts, and a
di scussi on of the managenent reporting infrastructure,
nanely the report contents, the report distribution |ist
(including periodic reports to the I PUC) and the frequency
of reports. The Procedures Manual w Il provide nore detai
on actual execution procedures to ensure prudent execution
and no affiliate abuse and to reduce the operational risks
i nherent in risk managenent prograns. It will also provide
nore detail on quantification procedures for both nmarket and

credit risk. The detailed involvenent of risk nmonitoring and

SI MARD, Dl - REB 9
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accounting responsibilities would also formpart of the
Procedures Manual .

| PC shoul d be responsible for the actua
execution of termtransactions (which m ght be brokered by
| E or others) and the preparation and distribution of
reports.

| PC nust have a seni or managenent commttee
t hat provides high-level oversight of the risk managenent
program including the responsibility for interactions wth
rat epayer groups and the IPUC, and the inplenentation of the
ri sk managenent programin line with the strategy prescribed
by the ratepayer groups and the | PUC

Q Power mar keting conpani es have access to
quantitative systens that allow for the daily neasurenent of
risk in their portfolios. Can the risk neasurenent
t echnol ogy enpl oyed by marketing groups be applied directly
to the risk position of a utility?

A No. The risk profiles of electric utilities
are materially different fromthe risk profiles of marketing
entities. The first difference lies in the tinmeframe
associated with the risk analysis. Marketing entities are
only concerned with the deterioration in the value of their
portfolio over a short period of time, typically one day to
one nonth. The marketing approach is based on the principle

that if risk limts are violated, the portfolio can be

SI MARD, Dl - REB 10
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liquidated in a short period of tine. On the other hand,
utilities are nore concerned about the inpact to ratepayers
on novenents over a longer tinefranme. In the case of | PC
with a one-year PCA period, it is the risk of novenents in
this PCA bal ance over the course of the year that need to be
quantified. R sk nodels that allow for price novenents over
a full year are materially different froma marketing risk
systemthat serves to quantify risk over a much shorter term
peri od.

The second critical difference between
nmodeling utility risk positions and nodeling marketing
conpany risk positions centers on the issue of volunetric
uncertainty. Marketing conpanies tend to know with certainty
t he vol unes underlying nost of their commtted future power
mar ket purchases and sal es. Mst trades are done in standard
bl ock transactions where the volunes are contractually
fixed. Wth electric utilities, there can be significant
variations around the volunetric availability both on the
resource side and on the |l oad side. Wth respect to the
supply from generators, forced outages can |l ead to sudden
drastic reductions in available resources. A host of factors
can al so cause material variations in |oad requirenents
versus expectations. The end result is that one's forecast
surplus/deficit position can change radically as resource

availability and | oad obligations change. This creates

SI MARD, Dl - REB 11
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significantly nore nodeling conplexity for utilities. Using
a marketing conpany risk nodel that assunes volunetric
certainty can lead to materially inaccurate assessnents of
risk which in turn can lead to the inplenentation of risk
managenent transactions that serve to exacerbate risk rather
than reduce risk. It would be inprudent for a utility with
varying resource availability and | oad obligations to use a
ri sk managenent quantification system designed for marketing
conpani es.

Q Are there facets of the IPCrisk profile that
make the quantification and managenent of risk in the
portfolio nore difficult than for many other electric
utilities?

A Yes. IPC s reliance on unpredictable hydro
generation creates even nore uncertainty around resource
availability than a utility that is less reliant on hydro
resources. Exhibit 4 details the variance between forecast
| PC nonthly generation resources and actual generation for
the April 2000 — February 2001 period. The variances can be
material: actual generation in January and February 2001
fell al nost 30% bel ow the 2000 I ntegrated Resource Pl an
(“I'RP") forecast, anounting to a shortfall of nore than 600
MNfor this period. This shortfall represented nore than
one-third of IPC s conbined | oad and firm sal es over these

two nont hs.

SI MARD, Dl - REB 12
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The hi gh degree of volunetric uncertainty has

a significant inpact on risk nodeling and the risk
managenent deci si on- maki ng process. As an exanpl e, assune
that the forecast estimate of available hydro generation in
three nonths’ tinme |eads to the conclusion that one wll be
in a surplus position for this nonth. Assum ng no change in
the hydro resource fromthe forecast (which is the
volunetric certainty assunption used in nost marketing risk
nodel s), one m ght establish a short forward position in
three nonths to reduce this surplus and return the systemto
a nore bal anced position. However, assune in three nonths’
tinme that actual hydro availability falls well belowinitia
forecast expectations, resulting in a situation where even
W t hout the short forward position the systemis in deficit.
At the sane tine, market prices have risen. This will result
in |osses on the “hedge” position even though the hedge was
not needed. The establishnent of the hedge in this scenario
serves to exacerbate the risk of fluctuations in the PCA
Any system or risk managenent inplenentation programthat is
enpl oyed which ignores the variability in forecast hydro
availability will likely create unfavourable results for
r at epayers.

Q Are risk neasurenent nodels available in the
mar ket pl ace today that can quantify effectively all the

vol unetric and nmarket-based risks in IPC s portfolio?

SI MARD, Dl - REB 13
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A | am not aware of any conprehensive risk
nodel s avail abl e in the marketpl ace today that can assess in
an accurate fashion the conbi ned volunetric/price risk
enbedded in the I PC portfolio.

Q What efforts has I PC made to develop its risk
managenent progranf

A During the 2000 — 2001 PCA year, the IPC risk
position was discussed regularly at the RMC neetings. A
report was circulated at each neeting which detailed
forecast resources and the net surplus/deficit position by
month , along with the inpact of the expected forecast and a
wor st case price/ hydro scenario on the PCA bal ance. This
i nput was used to assess the appropriateness of any risk
managenent strategy. Menbers of the RMC were fully cogni zant
of the difficulties associated with establishing hedge
positions when there was so nuch uncertainty around the
forecast hydro availability.

In response to the unprecedented degree of
mar ket price volatility in the latter half of 2000 and early
2001, 1 PC has established its own RMC separate fromthe
| DACORP RMC whi ch historically provided oversight to both
t he operating and non-operating market risk positions. This
will ensure a focused review of risk nanagenent issues
specifically pertaining to the IPC risk position.

| PC has al so enbarked on a programto

SI MARD, Dl - REB 14
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establish a detailed framework for its risk managenent
activities on behalf of ratepayers, including the
devel opnent of a process to include ratepayer groups and the
| PUC in a coll aborative approach to the issue of risk
managenent, the mappi ng of several proposed inplenentation
strategies, a commtnent to continue to advance its risk
quantificati on nethodol ogi es and the recognition of the need
for a Policy Manual and a Procedures Manual to govern the
ri sk managenent activity of |PC

The historical recognition on the part of |IPC
managenent of the need to manage PCA fluctuations and the
initiative to establish a nore formal framework for the risk
managenent program should provide the 1PUC with confort
surroundi ng the | evel of prudence enployed by IPCin the
area of risk managenent.

Q Does I PC currently possess the requisite
skills to inplenent a prudent termrisk nmanagenent program
on behalf of its ratepayers?

A The three key risk functions that are
required for the I PC risk managenent program center around
execution capabilities, the risk nonitoring and reporting
function (“the mddle office”) and the senior oversight
function. On the execution front, to-date these services
have been perforned for | PC by the non-operating trading

function. Should this relationship continue, the skills

SI MARD, Dl - REB 15
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certainly exist wwthin the non-operating trading group to
execute risk managenent transactions in an efficient
fashion. It should be noted that in a defensive risk
managenment program w thout a price view conponent, the
execution process becones a straightforward process where
bids or offers are solicited froma nunber of risk
managenment counterparties over a short period of tinme and
the best price is selected subject to credit risk limts
Wi th these counterparties. If the execution of term
transactions is transferred to the I PC operating entity,

there will be an imMmmedi ate need to hire a staff nenber with

power market execution expertise, or train a staff nenber on

the basic protocol associated with the execution of term
transactions in the regi onal power market. This woul d not
requi re an onerous training program However, this

i ndi vi dual shoul d al so have the ability to identify other
types of risk managenent transactions that could prove
advant ageous to ratepayers |like option structures, weather
derivatives and unit- or hydro-contingent forward market
sales. This individual could also assist the R sk Manager
and the RMC eval uate recommendati ons provided by | E under
the Electricity Supply Managenent Services Agreenent.

The m ddle office is responsible for

devel opi ng the systens and quantification procedures used to

track the risk in the IPC portfolio. As | have already

SI MARD, Dl - REB

| daho Power Conpany



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

di scussed, this is a very conplex process for I PC. Sone of
the requisite skills for this position already exist within
| PC, nost notably with respect to nodeling hydro
availability. However, this information needs to be
consolidated within a broader risk analysis and this wll
require increnmental quantitative nodeling skills and systens
expertise. This mddle office positionis normally referred
to as the R sk Manager. The Ri sk Manager coul d al so assi st
the RMC in eval uating recommendati ons provided by | E under
the Electricity Supply Managenent Services Agreenent.

The | daho Power RMC woul d provi de the senior
managenent oversight function. Fromthe RMC perspective,
nost of the nenbers of the |PC RMC comm ttee have served or
been observers on the I DACORP RMC. This has resulted in a
group that has a good understandi ng of the use of basic risk
managenent tools and risk quantification nethodol ogi es.
Ongoing training is required to stay abreast of the | atest
risk quantification advances and ri sk managenent vehicles
avai labl e in the marketplace, and to ensure a thorough
conprehension of the ramfications of any proposed hedge
transaction on PCA bal ances.

Q How shoul d the I PC risk nmanagenent program be
benchmarked in the future?
A The performance of IPC with respect to its

ri sk managenent program shoul d be benchmar ked agai nst
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several factors. First, IPC has a conmtnent to educate
rat epayers and | PUC on the magnitude of risk in the PCA
bal ance, the difficulties associated with estimating this
risk, and the types of risk managenent strategies that can
be enpl oyed, including the costs, benefits and risks
associated wth these strategies. |IPC should be benchmarked
against its ability to communicate these difficult concepts
to ratepayers and the | PUC

| PC should al so continue to | ook for inproved
nmet hodol ogies to quantify the risk inits portfolio taking
into account the volunetric variability and the price
variability. The risk managenent program can be benchnarked
on the effort made by IPC to inprove this quantification
pr ocess.

| PC shoul d prepare best industry practice
Pol i ci es and Procedures Manuals and part of the benchnarki ng
process shoul d include a review of these nanual s.

| PC is responsible for the prudent
i npl enentation of the risk nmanagenent program based on the
i npl enentation framework agreed to by ratepayers and the
IPUC. If this framework includes volune Iimts and PCA
variance limts, |IPC can be benchmarked against its ability
to remain within the stated risk tolerances of its
stakeholders. If limts are violated, the onus would be on

IPC to explain why the limts could not have been def ended
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in a prudent fashion
Finally, IPCis responsible for ensuring
appropriate segregation of duties and to ensure the absence
of any affiliate abuse. | PC can be benchmarked against its
ability to ensure that these best industry practice
standards are net.
Q Does this conclude your testinony?

A Yes.
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Exhibit 4

B 0] vay00]  Jun-00]  Jul-00]  Aug-00] _ Sep-00] _ Oct-00]  Nov-00]  Dec-00] _ Jan-01] _ Feb-01
Generation Forecast (MWh)[ 1,597,680 | 1,466,424 | 1,498,320 | 1,580,256 | 1,386,816 | 1,353,600 | 1,340,688 | 1,155,600 | 1,322,832 | 1,701,528 | 1,490,496
Actual Generation (M\Wh) | 1,675,382 | 1,211,760 | 1,177,995 | 1,357,008 | 1,207,981 | 1,224,788 | 1,244,552 | 1,150,200 | 1,207,899 | 1,213,677 | 1,068,343
Difference (MWh) 77,702 | (254,664)| (320,325)| (223,248)| (178,835)| (128,812)] (96,136)]  (5,400)| (114,933)| (487,851)| (422,153)
Difference (MW) 108 (342) (445) (300) (240) (179) (129) (8) (154) (656) (628)
Percentage Variance 5% -17% -21% -14% -13% -10% -71% 0% -9% -29% -28%)
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Q Pl ease state your nanme and busi ness address.

A My nane is John R Gale and ny business
address is 1221 West |daho Street, Boise, |daho.

Q Pl ease state your nanme and busi ness address.

A My nane is John R Gale and ny business

address is 1221 | daho Street, Boise, |daho.

Q By whom are you enpl oyed and i n what
capaci ty.
A | am enpl oyed by | daho Power Conpany as the

Vi ce President of Regulatory Affairs.

Q Have you previously submtted prefiled direct
testinony in this proceedi ng?

A Yes.

Q Pl ease sunmari ze your understanding of Staff
Wi tness Lord' s testinony related to the issues the
Comm ssion identified for investigation in this case.

A M. Lord is concerned wth |daho Power
Conpany’s potential over-reliance on the spot market to neet
its systemneeds in the future. He is also concerned with
| daho Power’s ability to manage the systemon a prospective
basis. He specifically nentions the |ack of requisite skill
sets in the utility along with the lack of appropriate
managenent tools and safeguards. M. Lord al so di scusses

addi ti onal areas of perceived val ue that | DACORP Energy
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(“I'E") receives fromthe arrangenent with | daho Power that
may not be conpensated under the current ternms of the
Agreenent for Electric Supply Managenent Services (“the
Agreenment”) between the two entities.

Q On page 18, line 3 of M. Lord' s direct
testinony, he states that he is unable to determ ne whet her
| E charges a brokerage fee for arrangi ng transactions for
| daho Power. |s there a brokerage fee?

A No, under the agreenent between |daho Power
Conmpany and | DACORP Energy, any brokering services are
included in the annual fee. That pricing arrangenent was
explicitly addressed in the Code of Conduct that was filed
with this Comm ssion and the Code of Conduct approved by the
FERC when it approved the Agreenent.

Q M. Lord indicates that the Conpany nay not
be taking hedging positions in the future. How do you
respond?

A | cannot find in ny direct testinony where
this conclusion can be drawn. Nevertheless, so there is no
confusion, let ne state that |daho Power Conpany will take
hedgi ng positions in the future when the | daho Power R sk
Managenent Committee deens it appropriate. 1t has not been
our practice to nmaintain a conpletely open position in the

past, nor will it be in the future. Neither has it been
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| daho Power’s practice to take specul ative positions on
behal f of the systemand its retail custoners. M. Lord s
testi nony di scussing the problens that could occur if the
Conpany mai ntains a conpletely open position is not rel evant
to I daho Power’s situation.

Q Does | daho Power Conpany have the skill sets

to manage the systemand the risks associated with it?

A Yes, the Conmpany has always had and in the
future will retain and enhance the requisite skills to
manage the systemand its risks. |daho Power Conpany stil

retains senior managenent experienced in power supply and
whol esal e market issues. The bulk of the information and
anal ytical staff and tools needed to support the Conpany’s
pl anni ng decisions still resides in the utility. This
information includes all custonmer information and the

i nformation associated with custonmer consunption patterns as
wel |l as the software that analyzes |oad. To enhance the
resident skills within Idaho Power with additional risk
managenent expertise, |daho Power has retained the services
of M. TimSimard of R skAdvisory who is al so a Conpany
witness in this case. M. Simard describes in his rebutta
testinony sonme of his initial findings and recomendations
concerni ng I daho Power’s prospective risk managenent effort.

| daho Power’s Internal Audit Manager is also in the process
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of review ng and devel opi ng recommendati ons to enhance the
formal accounting controls necessary to nmanage the agreenent
w th | DACORP Energy on behalf of the utility and its
custonmers. The Conpany’s outside auditors, Deloitte &
Touche, will review those controls to confirmtheir
efficacy. 1In addition, |daho Power continues to have access
to the expertise within | DACORP Energy as part of the
services provided to the utility under the Agreenent between
the two entities. The whole discipline of utility risk
managenent has been a rapidly evolving part of the industry.
W stand ready to do whatever is needed to be a “best
practices” conpany in this regard.

Q What is | daho Power Conpany doing to better
manage its power supply cost risks in the future?

A As the Comm ssion well knows, |daho Power’s
hydroel ectric generation has often been a m xed bl essi ng.
In the past, |ow cost has often been confused with | ow ri sk.
First the seven-year drought and now the “perfect storni has
pai nful |y underscored that the production vol une exposure of
a hydroelectric utility is high risk, particularly during
times of high price volatility. The inpact of the extended
drought, along with its tenporary surcharges, ultimately | ed
to the inplenentation of the Conpany’s Power Cost Adjustnent
(“PCA”) mechanism For a nunmber of years prior to the

recent price spikes, |Idaho Power was able to concentrate on
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operating its systemprimarily to optimze its resources by
accessi ng nort hwest and sout hwest markets for econony sal es
and purchases. Sone seasonal patterns |led to energy
exchanges, while sone |onger-term whol esal e contracts gave
us the ability to mtigate sonme of our generating capacity
costs. Risk managenent nodels for hydro systens were not
contenpl ated until recently because the price volatilities
just did not justify their devel opnent. Conpany experience
and operating knowl edge were the nost practical and cost-
effective tools during this era.

In the late 1990’'s when the tradi ng busi ness
began to devel op, a new set of skills was added to the
experience of the past. Wile these skills are readily
applicable to pure trading activities, they are a work-in-
progress for the utility itself. W are sorting through
such things as whether it is appropriate for the Conpany to
have a directional price view, what is the risk appetite
| evel for the Conpany’s custoners and Conm ssion, can we
establish objective risk managenent procedures to operate
wWthin a specified risk level, and can we devel op or obtain
a risk nodel that can address the conplexities of a
hydroel ectric system The Conpany will be evaluating the
reconmendations of M. Simard and others to incorporate into
its future risk nmanagenent program Sone of these

reconmendat i ons have al ready been adopted, while others may
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be devel oped with the assistance of those who have a vested
interest in the process. Oher recomendations, such as the
devel opnent of enhanced nodeling capability will take sone
tinme to inplenent.

Q How do you respond to M. Lord s discussion
regardi ng | DACORP Energy’s potential m suse of |Idaho Power’s
operating information?

A First I want to enphasize that while M. Lord
rai ses sone theoretical possibilities, neither M. Lord nor
anyone el se has submtted actual evidence of abuse.

Further, as | DACORP Energy’s purchases and sal es have grown
dramatically over tinme, they have dwarfed the utility’s
conpar abl e purchase and sales — both in terns of vol une and
dollars. In both dollars and volune, | DACORP Energy’s

busi ness with I daho Power is projected to be | ess than four
percent (4% of IE s overall energy business. Nevertheless,
perception can be unsettling by itself. Since the actua
separation of | DACORP Energy from |l daho Power, both

physi cally and organi zationally, the utility has becone

i ncreasingly nore autononous fromits affiliate. The
unbrel la R sk Managenent Commttee (“RMC’) of the past has
been separated into one for |daho Power and one for | DACORP
Energy. The commttees are conprised of officers and senior
managers of their respective entities. M. LaMont Keen, the

Chief Financial Oficer for the corporation, is the only
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common nenber to both conmttees. M. John Prescott, the
desi gnat ed Oversi ght Manager for |daho Power is the Chair of
the I daho Power RMC and functions as the supply officer for
the Conpany. M. Prescott and the |daho Power Conpany RMC
are systematically reviewi ng current market information
practices with the assistance of R skAdvisory. In
accordance with the Agreenent, IE will nake recommendati ons
to the I daho Power RMC for possible actions to be initiated
by I daho Power. Any appropriate information safeguards w ||
be incorporated into future Conpany policies and procedures.

Q M. Lord discusses potential value to | DACORP
Energy in the Agreenent with |Idaho Power that has, to date,
not been recogni zed formally in conpensation from | DACORP
Energy to I daho Power. What is |daho Power’s view on
addi ti onal conpensation fromits affiliate?

A In the initial Agreenent between |daho Power
and | DACORP Energy, mutual cost savings were identified that
| eft the Conpany’s custonmers in a nore favorable position
than they woul d have been w thout the arrangenent. Under
the settlenent stipulation in Case | PCE-00-13, $2 mllion
in value flowed through imediately to the Idaho retai
custoners. Mich has evol ved since the tine that the
Conmi ssion originally approved the stipulated settlenent and
acconpanyi ng Agreenent. The Conpany has gone through

proceedi ngs at the Federal Energy Regul atory Comm ssion and
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Oregon Public Wility Comm ssion, the actual separation of
| E and | daho Power has occurred, and we have been engaged in
an extended procedure before this Conmm ssion. Mny parties,
i ncl udi ng | daho Power and | E, have consi dered the potenti al
value in the arrangenent. The Conpany and | DACORP Ener gy
have identified the need to attenpt to quantify any
addi tional value that |IE could prospectively obtain fromthe
use of systemtransm ssion and system capacity services, as
wel | as other potential intangible benefits. At the tine
this testinony is being prepared, both parties are
negoti ating a proposed conpensati on anount that m ght be
applied prospectively for these itens. | hope to report on
the result of these negotiations at the hearing.

Q Pl ease sunmari ze your understanding of Staff
Wi tness Sterling’ s testinony related to the issues the
Comm ssion identified for investigation in this case.

A M. Sterling discusses sone of the
difficulties in managing a hydro systemduring vol atile
times and the interaction between |ong-term planning and
shorter-termoperations. He also nakes recommendati ons
regardi ng the conposition and rol e of |Idaho Power Conpany’s
Ri sk Managenent Conmttee on a going forward basis.

Q How do you respond to his comments and

recommendati ons regardi ng planning and operations?
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A | believe there are substantial areas of
agreenent between ny prefiled direct testinony and M.
Sterling’ s recommendati ons. The Conpany agrees that there
should be a direct |ink between planning criteria, the
I ntegrated Resource Plan (“IRP"), and general revenue
requirenents. |If, as a matter of public policy, the
Conmm ssion determ nes that the systemresource pl anning
shoul d be perfornmed on the basis of a nore critical water
year or if generating reserve nmargins need to be increased,
t he Conpany can act upon that direction. Again the trade-
off will be higher base rates (to reflect the costs of
addi ti onal capacity) against potentially | ower PCA price
volatility. | believe the logical tinme to discuss these
issues is during the devel opnent of the next IRP. |daho
Power contenplates a significant |evel of public involvenent
in the preparation of the 2002 I RP

Q Pl ease respond to M. Sterling s coments
regardi ng | daho Power Conpany’s Ri sk Managenent Conmittee.

A | agree with M. Sterling’s comments on this
issue. As nentioned in M. Sterling' s testinony, the
Conpany has established separate R sk Managenent Committees
for both | DACORP Energy and | daho Power Conpany. |daho
Power’s RMC is conprised of officers and senior nanagers
from Power Supply, Finance, Delivery, Legal, and Regul atory.

As previously nentioned, the only common nenber to both the
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| daho Power RMC and the | DACORP Energy RMC is M. LaMont
Keen, the Chief Financial Oficer for I DACORP, INC. — the
parent conpany for both conpani es.

Q Pl ease sunmari ze your understanding of Staff
W tness Carlock’s testinony related to the issues the
Comm ssion identified for investigation in this case.

A Ms. Carlock states that certain conditions
relating to separation, control, information, and
conpensation need to take place in order for the Staff to
once agai n becone confortable with the IPC/IE arrangenent.
She recognizes as M. Lord did in his testinony, that the
“l ower -of -cost or market” basis is unsustainable for any
period of tinme for the type of service perforned by | DACORP
Energy and that Md-C pricing for intra-nonth transactions
is an "appropriate pricing nmechani smonce control objectives
are quantified and operational".

Q What is your general response to her
testinony related to | PG E-01-167?

A | amin general agreenment with Ms. Carl ock on
the desirability of enhancing the existing |evel of
managenent of the IPC/IE relationship. | do believe that
the Conpany is in the best position to I ead on the
devel oprment of the “best practices” for risk nanagenent
policy and procedure. The Conpany is dedicated to enhancing

our procedures in this area and wel comes the input of Staff
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and others in devel opi ng an ongoi ng ri sk managenent pl an
that may be acceptable to all. Initially, the elenments of
such a plan involve agreenent on the role of a price view
(or lack thereof) within the utility, some consensus on the
risk appetite of the parties, control procedures,
i nformation protocols, and the devel opnent of a nodel that
can deal wth the conplexities of a hydroelectric system

| also agree with Ms. Carlock that the
" . . . market pricing for intra-nonth transactions is
appropriate, once control objectives are quantified and
operational."” | believe that with renewed confidence in the
aut onony, controls, value conpensation, and risk plan, that
the transfer price issue will be behind us.

Q Wtness Carlock testifies on p. 17 that the
FERC rejected use of the Md-C index for setting transfer
prices for real-tinme transactions. Wat is the status of
the Conpany's real-tine pricing nethodol ogy at the FERC?

A First, | nust correct a m sunderstandi ng
evidenced in Ms. Carlock's testinony on this matter. The
FERC did not reject the use of the Md-C price index for
real -tinme transactions. There is no Md-C price index for
real -time transactions. |If there was, | amconfident that
t he FERC woul d have approved its use for pricing real-tine
transactions. As noted on page 2 of the April 27, 2001 FERC
order (Staff Exhibit No. 118), the FERC found that tying the
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price of affiliate transactions to a regional market index,
which is not subject to manipulation, is an effective
mechanismto prevent affiliate abuse.

Because there is no market index for real-
time transactions, the FERC directed |daho Power to anend
the Agreenent and to revise the tariff and service
agreenents consi stent with Comm ssion precedent governi ng
the sale of power at narket-based rates to an affiliated
entity. M. Carlock correctly notes in her testinony that
on May 14, 2001, |daho Power and | E made a conpliance filing
in accordance with the FERC s order.

Q | f 1daho Power has nmade a conpliance filing
with the FERC, why has it not made a filing with the IPUC to
i npl enent that conpliance filing?

A Because the FERC s April 27, 2001 order was
rather cryptic on this point, |daho Power's conpliance
filing suggests two alternative ways of conplying with the
FERC s order. |In Idaho Power's opinion, both alternatives
conmply with the FERC s order, but they woul d have very
different effects on transfer pricing for real-tine
transactions. As of the date of the filing of this
testi nony, |daho Power has not received an order fromthe
FERC addressing the May 14, 2001 conpliance filing.

Q Does | daho Power concur with the FERC s

deci sion regarding real -tinme pricing?
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A No. In fact, you will note on Page 2 of the
FERC Order (Staff Exhibit 118), that after it directed |Idaho
Power and IE to revise the Agreenent with respect to real -
tinme transactions, the FERC order indicates that "Applicants
may, in a new Section 205 filing, either; (1) nake a show ng
as to why their real-tinme pricing proposal is consistent
Wi th that precedent; or (2) offer another proposal that is
consistent with that precedent.” It is |Idaho Power's
intention to make a new Section 205 filing in the near
future. In addition, it is the Conpany’s intention to neet
with the FERC staff personnel famliar with the Agreenent in
the very near future to discuss the potential adverse
i npacts on Idaho Power's custoners arising out of the FERC s
decision to nodify the real-tinme pricing nethodol ogy that
was acceptable to the parties that signed the Stipulation in
t he | PC- E-01- 13 case.

Q Pl ease comment on how the fee structure under
the I PC-1 E Agreenent shoul d be eval uated prospectively.

A | believe the fee structure should continue
to provi de denonstrated cost savings to the utility. Al so,
| believe the fees should be able to wi thstand a market
test. The market val ue shoul d becone easier to assess as
nore of these arrangenents are introduced and i npl enment ed.
It is nmy understanding that other utilities that serve |daho

customers have ri sk nanagenent agreenents with third
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parties. The Staff could certainly use its audit
capabilities to obtain and conpare the services and fees
under those arrangenents agai nst the |daho Power/| DACORP
Energy arrangenent. Utimately it may be determ ned that
service agreenents |ike the IPC/IE Agreenent should be put
out to bid.

Q Your testinony describes an evol ving,
col | aborative process through which the Conpany, the Staff,
and the Conpany’ s custoners devel op nmutual |y acceptabl e
revi sions and enhancenents to the IE/I PC arrangenent. Until
that process is conpleted, what are the “ground rul es” that
shoul d apply to transacti ons between | daho Power and I E
under the Agreenent?

A It is ny belief that there is a strong
likelihood that the interested parties will ultimtely be
able to agree on revised and enhanced controls, practices
and conpensation that will restore confidence in the IPCIE
arrangenent. Achieving that consensus will take sone tine.
During the period when those di scussions are bei ng pursued,
| daho Power and | E need to know what the “ground rul es”,
including transfer prices, are. It is not fair to expect
that | daho Power and | E can continue to incur mllions of
dollars in costs without a reasonabl e assurance that they
will be able to recover those costs so |long as they obey the

rul es which have been accepted by the Comm ssion.
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Q What is your reconmendation for the interim
rul es governing transactions between |daho Power and I E
during the period where the parties are working through the
i ssues on a prospective basis?

A As indicated in ny direct testinony, until
such time as the Comm ssion nmakes a final determ nation that
the existing rules shoul d be changed, |daho Power believes
that the rul es governing the conduct of transactions between
| daho Power and | E (including transfer prices) should be the
exi sting rules accepted by this Comm ssion, the FERC and the
OPUC. I daho Power believes this approach is consistent with
prior Comm ssion decisions requiring that practices and
rul es adopted by the Conm ssion renmain in effect until
changed by subsequent order.

Q Does that concl ude your testinony?

A Yes.
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